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Processing milk on farm 70-20817
Hatching poultry 70-17618
Raising, harvesting,packaging and transporting
  watercress 71-27519
Raising and selling rats for experiments 75-53420
Raising frogs 69-36421
Cleaning and shipping seeds grown on farm 71-55022
Caring for cattle in feed lot 60-11523
Harvesting peas by cannery employees 60-7124
Harvesting lettuce for other growers 56-3525
Cleaning and treating wheat seed for other
  growers on their farms 56-1426
Managing a farm for owner 54-38327
Growing and spawning mushrooms 75-48428
Not agricultural labor
 Rev. Rul.
Clearing timberland for orchard 70-11229
Processing peas not grown by processor 69-9730
Processing walnuts not grown by processor 69-36331
Racing and exhibiting horses 69-36532
Processing nuts grown on processor's farm 58-58133
Maintaining irrigation part of which was used
  for domestic purposes 71-29334
Breeding and raising dogs 68-34035
Excavating and processing peat 60-27736
Vining peas by cannery employees at cannery 60-7137
Processing of tobacco at bulking plant 57-60838
Processing lettuce grown by others 56-3539
Manufacturing and selling of mushroom
  compost 76-22740
FOOTNOTES
1
 Commodities include, but
are not restricted to,
agricultural commodities
listed under section 15(g),
12 U.S.C. § 1141j, of the
Agricultural Marketing Act.
I.R.C. § 3121(g)(3).
2
 I.R.C. § 3121(g)(1).  See
Ltr. Rul. 8750024, Sept.
11, 1987 (worker on exotic
deer ranch was agricultural
laborer).
3 See Treas. Reg. §
31.3121(g)-1(c)(2).
4
  I.R.C. § 3121(g)(2).
5
   I.R.C. § 3121(g)(3).
6
 Treas. Reg. § 31.3121(g)-
1(e)(6).
7
  I.R.C. § 3121(g)(4)(A).
8 See Treas. Reg. §
31.3121(g)-1(e)(3)
(definition of cooperative).
9
  I.R.C. § 3121(g)(4)(B).
10
  I.R.C. § 3121(g)(4)(C).
11
 I.R.C. § 3121(g)(3).  See
Rev. Rul. 70-207, 1970-1
C.B. 208.
12
  I.R.C. § 3121(g)(5).
13
 I.R.C. § 3121(g).
14 
 See Rev. Rul. 55-707,
1955-1 C.B. 420 and Rev.
Rul. 54-587, 1954-2 C.B.
350 for IRS guidelines on
determining who is an
agricultural laborer for
FICA purposes.
15
 1970-1 C.B. 206.
16
 1970-1 C.B. 207.
17
 1970-1 C.B. 208.
18
 1970-1 C.B. 213.
19
 1971-1 C.B. 288.
20
 1975-2 C.B. 405.
21
 1969-1 C.B. 265.
22
 1971-2 C.B. 351.
23
 1960-1 C.B. 396.
24
 1960-1 C.B. 394.
25
 1956-1 C.B. 453.
26
 1956-1 C.B. 450.
27
 1954-2 C.B. 350.
28
 1975-2 C.B. 412.
29
 1970-1 C.B. 207.
30
 1969-1 C.B. 264.
31
 1969-1 C.B. 264.
32
 1969-1 C.B. 265.
33
 1958-2 C.B. 732.
34
 1971-2 C.B. 351.
35
 1968-1 C.B. 437.
36
 1960-2 C.B. 275.
37
 1960-1 C.B. 394.
38
 1957-2 C.B. 638.
39
 1956-1 C.B. 453.
40
 1976-1 C.B. 324.   But
see  Kaolin Mushroom
Farms, Inc. v. United
States, 79-2 U.S.T.C. ¶
9652 (E.D. Pa. 1979)
(employees of mushroom
compost producer were
agricultural laborers).
Cases, Regulations and Statutes
Bankruptcy
Note: The latest issue of the
Bankruptcy Reporter  did not
arrive in time for publication i n
this issue.
  FEDERAL TAXATION
DESIGNATION OF PAYMENTS.  A
Chapter 11 debtor could not designate
the allocation of payments of employee
withholding taxes in the Chapter 11
plan because the payments were
involuntary.  In re  Gi l ley
Consulting Engineers, Inc., 9 0 -
1 U.S.T.C. ¶ 50,031 (Bankr.
N.D. Ga. 1989); In re Mold
Makers, Inc., 90-1 U.S.T.C. ¶
50,047 (Bankr. N.D. Ill. 1989).
A Chapter 11 debtor was allowed to
designate the allocation of payment of
employee withholding taxes in a
Chapter 11 plan because the payments
were found to be voluntary because of
no evidence of IRS efforts to collect the
taxes or other coercion to pay the taxes.
In re  Kare Kemical, Inc., 90 -1
U.S.T.C. ¶ 50,044 (S.D. F la .
1989) .
DISCHARGE OF INDEBTEDNESS.
In a case which illustrates the danger of
selling assets before filing Chapter 7
bankruptcy, a farm debtor was held to
have recognized gain from the pre-
bankruptcy sale of farm equipment with
the proceeds used to reduce debt secured
by the equipment.  Thus, the debtor was
personally liable for the federal income
tax on the gain.  The court held that
I.R.C. § 108 (nonrecognition of
discharge of indebtedness income) did
not apply because indebtedness was not
forgiven but only reduced by the
amount of proceeds generated by the
sale of the equipment.  [Had the debtor
disposed of the equipment after filing of
bankruptcy, gain from the sale or
transfer to the secured creditor would be
recognized by the bankruptcy estate.
See Harl, Agricultural Law, § 39.02
(MB 1990).]  In re  Brubeck, 90 -1
U.S.T.C. ¶ 50,046 (Bankr. S.D.
Ind. 1989).
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DIVORCE
PROPERTY SETTLEMENT.
Former wife not entitled to share of
farm corporation in property settlement
where husband received stock as gift
from parents and wife received
compensation for work done for
corporation but otherwise did not
contribute to value of corporation.  In
re  Marriage of McFarland, 7 8 3
P.2d 409 (Mont. 1989).
FEDERAL
AGRICULTURAL
PROGRAMS
BORROWER"S RIGHTS.  Bank
which had loaned farm debtor money in
reliance on FmHA's approval of loan to
debtor to pay off bank's loan sued the
FmHA when the FmHA did not make
the loan.  The bank claimed that the
FmHA's failure to inform the debtor
that the loan funds were available and
failure to grant the loan after funds
became available was negligence.  The
court held, however, that the bank's
claim was a claim for negligent
misrepresentation and was therefore
barred by 28 U.S.C. § 2680(h), which
precludes claims against the federal
government arising out of
misrepresentation.  Farmers State
Sav. Bank v. FmHA, 891 F.2d
200 (8th Cir. 1989), aff'g
unrep. D. Ct. on rem. from  8 6 6
F.2d 276 (8th Cir. 1989).
Farm debtors attempted to sue the
Farm Credit Bank of St. Louis to
enforce their rights under the Agricul-
tural Credit Act of 1987 for
restructuring their FCB loan.  The court
held that borrowers do not have a right
of private action under the 1987 Act.
The court ruled, as an alternate ground
for denying the debtors' suit, that the
debtors had lost their restructuring
rights because the debtors failed to
completely fill out their debt
restructuring application.  Walker v .
Federal Land Bank of St. Louis ,
726 F. Supp. 211 (C.D. I l l .
1989) .
BRUCELLOSIS.  The Animal and
Plant Health Inspection Service has
announced an interim rule changing the
classification of Indiana from a Class A
to Class Free state for brucellosis.  5 5
Fed. Reg. 3200 (Jan. 31, 1990) ,
amending 7 C.F.R. § 78.41.
CITRUS.  The Agricultural Marketing
Service has announced final rules
amending the handling requirements
under the marketing order for oranges,
grapefruit, tangerines and tangelos
grown in Florida.  55 Fed. R e g .
2222 (Jan. 23, 1990), amending
7 C.F.R. Part 905.
The Agricultural Marketing Service
has announced final rules reducing the
minimum size requirements for
domestic shipments of Florida Dancy
tangerines from 2 3/8 inches to 2 1/4
inches in diameter.  55 Fed. R e g .
2223 (Jan. 23, 1990), amending
7 C.F.R. Part 905.
The Agricultural Marketing Service
has adopted as a final rule amendments
relaxing the grade and size requirements
for domestic and export of Early and
Midseason oranges and export of Honey
tangerines.  55 Fed. Reg. 3 5 6 5
(Feb. 2, 1990), amending
C.F.R. § 905.306.
FEES .  The Animal and Plant Health
Inspection Service has adopted as a final
rule without changes the proposed
increases in the hourly inspection fees
for import and export inspections on
Sundays and holidays (See
Agricultural Law Digest  p 37
supra).  55 Fed. Reg. 3197 (Jan.
31, 1990), amending 7 C.F.R. §
354.1 and 9 C.F.R. § 97.1.
GRAZING ON PUBLIC LANDS.
Cattle rancher held grazing permits on
federal land.  The permits allowed
improvements at water sources to make
use of state water rights from
underground water wells.  The rancher
constructed a series of gates to facilitate
rotation of grazed land by the cattle.
The permit required the rancher to allow
access to the water by wildlife.  Because
of an increase in the number of wild
horses in the area, the rancher installed
highway guardrails to discourage use of
the water by the wild horses.  The
Bureau of Land management revoked the
rancher's permit for the reasons that the
guardrails were an improvement not
allowed by the permit and prevented the
use of the water by wildlife, the wild
horses.  Although the administrative
law judge reversed the revocation, the
Interior Board of Land Appeals upheld
revocation of the permit.  The District
Court reversed the IBLA decision,
holding that the revocation was arbitrary
and capricious because the guard rails
were within the definition of "gates"
which were allowed under the permit
and the wild horses could not be
considered as wildlife because the horses
did not exist at the time the permit was
issued.  The court noted that without
the guard rails, the wild horses would
prevent the rancher's use of the land as
intended under the permit.  Although
the protection of the wild horses was
mandated by statute, the rancher should
not be held responsible for providing
water for the horses.  In addition to the
above grounds, the court held that the
revocation was beyond the authority of
the BLM because the revocation denied
the rancher use of state water rights and
the revocation was an unconstitutional
taking of the rancher's water rights.
Fallini v. Hodel, 725 F. Supp.
1113 (D. Nev. 1989).
GUARANTEED LOANS .  The
FmHA has adopted a final rule requiring
field offices to submit Form FmHA
1980-51 to the finance office when a
buydown agreement is cancelled prior to
its expiration date and requiring lenders
to submit Form FmHA 1980-24 when
any buydown/subsidy is due the lender
before the substitution of a new eligible
lender is completed.  55 Fed. R e g .
2365 (Jan. 24, 1990), amending
7 C.F.R. §§ 1980.110, .122.
MILK.  The Agricultural Marketing
Service has adopted as a final rule
increases in the fees charged for services
provided under the dairy inspection
program.  55 Fed. Reg. 2 3 6 0
(Jan. 24, 1990), amending 7
C.F.R. §§ 58.43, .45.
The Commodity Credit Corporation
has adopted as a final rule a reduction of
6.3 cents per hundredweight in the price
received by producers for milk produced
and marketed from January 1, 1990
through January 31, 1990.  55 Fed.
Reg. 2363 (Jan. 24, 1990) ,
adding 7 C.F.R. §§ 1430.340 –
1430.351 .
The Agricultural Marketing Service
has adopted as a final rule amendments
to the dates when payments are to be
made to producers under the marketing
order for New York and New Jersey.
55 Fed. Reg. 3198 (Jan. 3 1 ,
1990), amending 7 C.F.R. § §
1002.22, .30, .50a, .85, . 8 6 ,
.89 .
PINEAPPLE.  The Agricultural
Marketing Service has adopted as a final
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rule amendments to the voluntary U.S.
Standards for Grades of Canned
Pineapple.  55 Fed. Reg. 3 0 2 9
(Jan. 30, 1990), amending 7
C.F.R. §§ 52.1711–52.1723.
RAISINS .  The Agricultural
Marketing Service has announced final
rules amending the definitions for
"unstemmed" and "stemmed" raisins for
the purpose of determining whether
individual lots of off-grade raisins may
be returned to producers.  55 Fed.
Reg. 2224 (Jan. 23, 1990) ,
amending 7 C.F.R. § 989.158.
SUGAR .  The import quota for
sugars, syrups and molasses for January
1, 1989 through September 30, 1990,
is 2,555,437 metric tons.  55 Fed.
Reg. 2255 (Jan. 23, 1990).
FEDERAL
ESTATE AND
GIFT TAX
ADMINISTRATIVE
EXPENSES.  Interest incurred by an
estate on loans used to pay federal and
state estate taxes and interest on deferral
of federal and state inheritance were
ruled to be deductible administrative
expenses where the loans were needed to
prevent unnecessary liquidation of estate
assets.  Ltr. Rul. 9002001, Sept .
15, 1989.
ALTERNATE VALUATION.
Decedent died owning a life income
interest in a trust.  The trust was to
terminate at the death of the decedent
with the principal distributed to another
trust.  The executors elected to value
other property as of the alternate
valuation date but the trust interest as of
the date of death.  The trust principal
had not been distributed to the other
trust until after six months after the date
of death.  Valuation of the trust interest
as of the alternate valuation date would
have increased the gross estate and
federal estate tax liability.  IRS ruled
that the trust interest would have to be
valued as of the alternate valuation date
because it was not distributed to the
other trust before that date; however,
because valuation of the trust interest
on the alternate valuation date would
increase the gross estate and federal
estate tax liability, the estate could not
elect to value any property of the gross
estate, including the trust interest, on
the alternate valuation date.  Ltr. R u l .
9001001, Sept. 28, 1989.
DISCLAIMERS.  Decedent and two
other persons created a trust in which
each contributed a one-third interest in
timberland.  The trust could be
terminated only by the consent of all
three grantors.  At death, the decedent's
share passed to the other two grantors
who filed a disclaimer of 95 percent of
their interests in the decedent's share
within nine months of the decedent's
death.  IRS ruled that although the
decedent's right to terminate the trust
depended upon the consent of the other
grantors, the young age of the decedent
and other grantors at decedents death
(ages 40, 43 and 32) made the
possibility that the decedent would want
to terminate the trust remote.  Thus, the
adverse interest of the other grantors
was insubstantial and the decedent was
considered to have not made a gift of the
trust interest at the time of creation of
the trust and the date of transfer of the
decedent's interest was the date of death
and the disclaimers were timely filed.
Ltr. Rul. 9001062, Oct. 1 3 ,
1989 .
GENERATION SKIPPING
TRANSFERS.  Decedent established
testamentary trusts for grandchildren
prior to October 22, 1986 and was under
a mental disability on October 22, 1986
and until death.  The trustees were
required to distribute income at least
annually after each grandchild reached 21
and distribute principal when each child
reached 27, 30 and 35.  The parent of
two of the grandchildren had predeceased
the decedent.  A marital QTIP trust was
also established by will, with the
remainder to pass to four trusts, two for
the decedent's two children and two for
the grandchildren of each child.  The
predeceased child's remainder interest
was to be added to her children's trust
upon the death of the decedent's
surviving spouse.  Because the decedent
was under a mental disability on
October 22, 1986 and thereafter, the
trusts were not subject of the generation
skipping transfer tax (GSTT).
Although the grandchildren would be
skip persons as to the remainder interest
from the surviving spouse's marital
trust, the death of the one child excepts
the interests passing to her children
from the GSTT.  The transfers to the
grandchildren would also be exempt
from GSTT if the amount of property
passing to the trusts does not exceed $2
million.  Ltr. Rul. 9002029, Oct.
16, 1989.
Decedent's will established a marital
QTIP trust with the smallest amount of
estate property necessary to reduce the
estate tax the most.  The trust
provisions allowed the trustee to divide
the trust into two trusts and make the
reverse QTIP election (election to treat
the decedent as transferor of the trust to
the remainder holders, I.R.C. §
2652(a)(3)(A)) as to one of the two
trusts.  This trust was to be funded with
sufficient property to use up the
remainder of the decedent's GSTT
exemption left from other generation
skipping transfers.  IRS ruled that the
division was permissable where the
property funding the reverse QTIP
election trust was representative of the
net appreciation or depreciation in the
value of all property available for
funding the trust.  Ltr. R u l .
9002014, Oct. 12, 1989.
GROSS ESTATE.  Under I.R.C. §
2036(c), a person is considered to have
retained the enjoyment of property of an
enterprise transferred to a trust where the
person held a substantial interest in the
enterprise, the person retained an in-
terest in the income of the enterprise,
and the property transferred would re-
ceive a disproportionately large share of
the appreciation of the enterprise.  One
exception to this rule is a transfer in
which the transferor receives "qualified
debt."  In a letter ruling, IRS ruled that
the sale of stock to the taxpayer's
children with principal and interest to be
paid over 10 years with the interest
based on the prime rate of a local bank
was a transfer in exchange for qualified
debt.  The taxpayer held no interest in
or position with the corporation after
the sale of the stock.  Ltr. R u l .
9002028, Oct. 16, 1989 .  For
further discussion of estate freezes, see
Harl, Agricultural Law, §
43.02[6][a][i] (MB 1990).
LETTER RULINGS.  IRS has
issued revised procedures for furnishing
technical advice by the Associate Chief
Council (Technical) and procedures
regarding taxpayers' rights in relation to
such information.  Rev. Proc. 9 0 - 2 ,
I.R.B. 1990-1, 38.
MARITAL DEDUCTION.  A
surviving spouse was held to have a
QTIP interest in a testamentary trust
where other income beneficiaries and
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remainder beneficiaries disclaimed their
interests in the trusts.  Ltr. R u l .
9003007, Oct. 6, 1989.
A decedent's will bequeathed to a
marital trust "an amount equal to the
maximum marital deduction allowable
to my estate."  IRS ruled that the
maximum marital deduction allowed
under the ERTA transitional rule was
the greater of $250,000 or one-half of
the adjusted gross estate.  Ltr. R u l .
9003001, Feb. 7, 1989.
PRIOR TRANSFER CREDIT.
A husband and wife died simultaneously
in an accident with the husband deemed
to have survived the wife under state
law.  For purposes of the prior transfer
credit, I.R.C. § 2013, the value of an
usufruct left by the wife to the husband
was to be valued using the mortality
tables in Treas. Reg. 20.2031-7.  The
court rejected the IRS contention that
the usufruct should not have a value
given the wife's immediate death,
holding that the medical condition of
the surviving spouse should not affect
the valuation of the prior transfer.  Est.
of Carter v. United States, 90 -1
U.S.T.C. ¶ 60,003 (E.D. La.
1989) .
TERMINATION OF ESTATE.
IRS had ruled that a decedent's estate had
terminated for federal income tax
purposes after seven years of adminis-
tration and all formal steps of
administration had been completed.
Although the executor obtained a state
probate court ruling approving
continued administration of the estate,
the court held that the state court ruling
was not determinative and that under
Treas. Reg. § 1.641(b)-3(a), IRS had
correctly determined that the
administration of the estate had been
unduly prolonged.  The court rejected
the executor's claims that continued
administration was necessary to file
income tax returns and pay annual
incomes from two bequests.  Brown
v. United States, 890 F.2d 1 3 2 9
(5th Cir. 1989).
TRUSTS .  A grandparent established
two irrevocable trusts with grandchil-
dren as a beneficiary of each trust.  The
corpus of each trust was all the stock in
an S corporation purchased with money
transferred to the trust from the grantor.
The grantor could not be a trustee and
had no power to change the
beneficiaries.  The trustee, the former
daughter-in-law of the grandparent and
the parent of the beneficiaries, was
required to distribute income annually
and distribute corpus when the
beneficiaries reached age 18 and 30.
IRS ruled that the trusts qualified as
subchapter S trusts, the transfers to the
trust were completed gifts eligible for
the annual exclusion up to the value of
the income interests, the trusts were not
includible in the grandparent's gross
estate.  Ltr. Rul. 9001010, Oct.
4, 1989.
VALUATION.  At the date of death,
decedent owned an interest in a deferred
compensation agreement under which
the decedent or the decedent's beneficiary
was entitled to receive monthly income
for another eight years with a lump sum
payment of the remaining balance at
that time.  IRS determined the value of
the remaining payments to be included
in the gross estate by multiplying the
annual payments by the annuity factor
of Table B of Treas. Reg. § 20.2031-
7(f) and multiplied by the monthly
payment factor of 1.045.  Although the
deferred payment agreement did not
require the employer to invest the funds
in the account, IRS ruled that the
employer would have at least placed the
funds in a minimally productive savings
account, thus the value of the lump
sum payment was includible in the
gross estate.  The value of the lump
sum payment included in the gross
estate is determined by first calculating
the amount which would be distributed
in the lump sum, in this case using a
10 percent income yield, less the annual
distributions.  The amount of the lump
sum is then reduced by the remainder
factor of Table B of Treas. Reg. §
20.2031-7(f) for the delay of eight
years, .459156.  The value of the
annual payments plus the value of the
lump sum payment equal the amount
included in the decedent's gross estate.
Ltr. Rul. 9002002, Sept. 2 6 ,
1989 .
FEDERAL
INCOME
TAXATION
ERROR IN FARMERS TAX
GUIDE
(IRS PUB. 225, 1989)
On page 11, right column, the
Farmers Tax Guide states that payments
received under the Disaster Assistance
Act of 1989 are "treated as crop
insurance proceeds" and are eligible for
the one-year deferral under I.R.C. §
451(d).  As noted in the January 19,
1990 issue of Agricultural Law
Digest  , the amendment to I.R.C. §
451(d) which would have made deferral
possible was stripped from the Senate
bill in October 1989 and was not
included in OBRA 1989.  Thus,
payments under the Disaster Assistance
Act of 1989 appear not to be deferrable
under I.R.C. § 451(d) unless legislation
is enacted in 1990, which seems
unlikely.
CORPORATIONS
POISON PILL PLANS.  The creation
of a "poison pill" plan, by which
shareholders receive the right to
purchase preferred stock at less than fair
market value in response to a takeover
bid, does not constitute a distribution of
stock, exchange of stock or property, or
other event giving rise to realization of
taxable income by the shareholders or
corporation.  Rev. Rul. 90 -11 ,
I.R.B. 1990-6, 8.
LIQUIDATION.  A corporation with
two shareholders sold one of its two
subdivisions under a plan of partial
liquidation and distributed the proceeds
pro rata to the shareholders.  IRS ruled
that the sale qualified for partial
liquidation treatment under I.R.C. §
302(b)(4) and (e) although no stock was
redeemed because a constructive
redemption of stock was deemed to have
occurred.  Rev. Rul. 90-13, I.R.B.
1990-6, 10.
DEDUCTIONS.
CASUALTY LOSSES.  The IRS has
announced the disaster areas for 1989
which qualify for casualty losses under
I.R.C. § 165.  Rev. Rul. 90 -10 ,
I.R.B. 1990-6, 6.
EDUCATIONAL EXPENSES.  A
farmer was allowed an educational
expense deduction for the cost of a three
month welding course.  The court held
that welding was a skilled needed in
farming for maintaining equipment and
that under the "common sense"
approach (see Diaz v. Commr, 607 F.2d
995 (2d Cir. 1979), aff'g 70 T.C. 1067
(1978)), the welding skills would
qualify the farmer for a new trade or
    Agricultural Law Digest                                                                                                                                                                                                                                                                                 59
business but welding would be used
only as part of farming.  Wiertzema
v. United States, 90-1 U . S . T . C .
¶ 50,068 (D. N.D. 1989).
EMBRYO TRANSPLANT
ACTIVITY.  A college professor and
registered nurse were disallowed
depreciation and investment tax credit
for breeding cows purchased as part of
an investment in an embryo transplant
cattle breeding activity.  The court
found that the embryo transplant
activity was a sham and the investment
constructed for the purpose of creating
tax deductions.  The business operator
had no facilities or equipment for
transplanting embryos, had fewer cattle
than claimed and retained possession and
control of the cattle the taxpayers
claimed to have purchased and for which
the taxpayers claimed deductions.  In re
Gran, 90-1 U.S.T.C. ¶ 5 0 , 0 3 8
(Bankr. E.D. Ark. 1989).
EMPLOYEE TRAVEL EXPENSES.
IRS has issued guidance for employees
for claiming a deduction for business
expenses which an employer reported in
Box 10 of Form W-2 in excess of the
allowed per diem or per mile rate.
Notice 90-14, I.R.B. 1990-7 ,
Feb. 12, 1990.
HOBBY LOSSES.  In determining
whether a horse breeding activity was
engageed in for profit, a jury properly
considered the appreciation in land value
where no evidence was presented that
the land was used and developed other
than for the horse breeding activity.
Thompson v. United States, 9 0 -
1 U.S.T.C. ¶ 50,043 (D. Conn.
1989) .
Loss deductions and credits in
connection with a pig and cattle raising
operation were allowed where the
owners had a bona fide intent to make a
profit.  The court noted that the
expectation of profit need not be proven
to be reasonable.  Haladay v .
Commr, T.C. Memo. 1990-45.
Loss deductions in excess of income
from a dog breeding and grooming
business were allowed where owners
conducted the business in a professional
manner, made efforts to improve their
dog breeding knowledge and business
marketing methods, and kept accurate
records.  Keanini v. Commr, 9 4
T.C. No. 4 (1989).
HOME OFFICE.  An anesthesiologist
was allowed a deduction (including
automobile expenses from the office to
places where services were performed)
for a room used as an office to perform
administrative activities related to the
business which was performed primarily
in hospitals.  The court allowed the
deduction because the administrative
activities were separate from the medical
activities and the taxpayer had no other
place to perform the administrative
activities.  The Tax Court thus provided
a limited exception to the "focal point"
test which allowed a home office
deduction only where the business
goods and services were provided.
Soliman v. Commr, 94 T . C .
No. 3 (1990).
Similarly, a musician was allowed
deductions (including travel expenses)
for a home office where the taxpayer
kept all business record, practiced the
guitar and recorded and listened to
music.  The court noted that the
taxpayer had no other place to perform
these activities.  Kahaku v .
Commr, T.C. Memo. 1990-34.
FORMS .  IRS will now accept the
electronic filing of Form 5498 and all
corrected returns for Forms 1099 series,
1098, 5498 and W-2G.  Ann. 90 -19 ,
I.R.B. 1990-6, 27.
INSTALLMENT METHOD.  A
farm corporation sold farm land to a
shareholder in the corporation comprised
of completely depreciated fence and tile
and nondepreciable real property.  The
assets sold did not comprise the entire
assets of the business of the
corporation.  The IRS ruled that the
corporation could report the income
from the sale of the nondepreciable
property on the installment method
although the gain from the sale of the
fence and tile could not be so reported.
Ltr. Rul. 9001013, Oct. 5 ,
1989 .
PENSION PLANS .  IRS has
published guidelines for determining the
January 1990 average interest rate and
permissable interest rates used to
calculate the current liability of a
retirement plan for purposes of the full
funding limitation of I.R.C. §
412(c)(7).  Notice 90-12, I .R.B.
1990-5, 30.
S CORPORATIONS
BUILT-IN GAINS.  For purposes of the
three taxable year exception from the
tax under I.R.C. § 1374(a) (tax on
built-in gains), an S corporation's short
taxable year counts as a taxable year.
Ltr. Rul. 9001048, Oct. 1 1 ,
1989 .
INADVERTENT TERMINATION.
The termination of S corporation status
resulting from the corporation's
purchase of the shares of another
corporation was ruled inadvertent where
sale of the stock was made as soon as
possible after termination was
discovered and no tax avoidance resulted.
Ltr. Rul. 9002023, Oct. 1 3 ,
1989 .
The termination of S corporation
status as a result of the beneficiary of a
trust owning shares of the corporation
failing to make the election to be treated
as an subchapter S trust was ruled
inadvertent where the officers of the
corporation failed to recognize need for
election until after due date for election.
Ltr. Rul. 9001050, Oct. 1 1 ,
1989 .
The termination of S corporation
status as a result of the filing of a
Subchapter S trust election with the
corporation instead of the IRS was ruled
inadvertent.  Ltr. Rul. 9003055 ,
Oct. 26, 1989.
The termination of S corporation
status as a result of the sale of stock by
shareholders to nonresident aliens was
ruled inadvertent where shareholder
repurchased stock upon learning that the
sale terminated the S corporation status.
Ltr. Rul. 9003020, Oct. 2 0 ,
1989 .
The termination of S corporation
status as a result of the sale of one share
of stock to another corporation as part
of a federal HUD contract requirement
was ruled an inadvertent termination
where the stock was sold to an
individual upon learning of the
termination of S corporation status.
Ltr. Rul. 9003017, Oct. 1 9 ,
1989 .
The termination of S corporation
status as a result of the failure of the
corporation's board of directors two
amend the corporate bylaws to remove
any differences between types of stock
issued was ruled inadvertent where the
bylaws were changed upon learning of
the failure to amendment the bylaws.
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Ltr. Rul. 9003015, Oct. 1 8 ,
1989 .
PASSIVE INVESTMENT INCOME.
An S corporation was ruled to not have
passive investment income, rent, from
the leasing of land under a crop share
arrangement with partnerships in which
shareholders of the corporation were
partners.  The corporation had equal
rights in decisions involving the
farming practices of the land.  Ltr.
Rul. 9003056, Oct. 26, 1989.
RE-ELECTION.  Corporation allowed
to make S corporation election within
two years after termination where all of
stock purchased by person not related to
shareholders.  Ltr. Rul. 9002042 ,
Oct. 17, 1989.
A corporation was allowed to make
an S corporation election within one
year of a voluntary termination of a
prior election where the termination was
effective as of the date of the prior
election.  Ltr. Rul. 9001059, Oct.
12, 1989.
A corporation was allowed to make
an S corporation election within two
years of a voluntary termination of a
prior election where the termination was
effective as of the date of the prior
election.  Ltr. Rul. 9003057, Oct.
26, 1989; Ltr. Rul. 9003019 ,
Oct. 20, 1989.
REVOCATION OF TERMINATION.
An S corporation was allowed to revoke
the voluntary termination of S
corporation status three days prior to the
effective date of the termination.  Ltr.
Rul. 9003029, Oct. 24, 1989.
RIPARIAN
RIGHTS
PERCOLATING WATER.  The
plaintiffs owned land on which two
artesian wells supplied water for cattle
and pecan orchard operations.  The de-
fendant purchased adjacent land and
drilled a well into the same aquifer used
by the plaintiffs and pumped water for
use in a catfish farm.  The defendant's
pumping of water  stopped the flow of
the plaintiff's artesian wells.  The court
held that the plaintiff was not entitled to
enjoin the pumping of water by the
defendant because the defendant made
reasonable beneficial use of the water.
Adams v. Lang, 553 So.2d 8 9
(Ala. 1989).
SECURED
TRANSACTIONS
CONFLICTING SECURITY
INTERESTS.  Bank had a perfected
security interest in dairy cows purchased
by debtor.  A cattle leasing company
leased dairy cows to the debtor and had
filed a security interest in the cows and
progeny.  When the debtor went
bankrupt both creditors asserted a
priority security interest in the
remaining cows.  The court ruled that
the bank did not have the presumption
of ownership in the cows over the
lessor, especially where the bank knew
of the lessor's interest in the cows and
the bank had repossessed and sold the
cows for slaughter before the ownership
question was settled.  Auburndale
State Bank v. Dairy Farm
Leasing Corp., 890 F.2d 8 8 8
(7th Cir. 1989).
STATE
REGULATION OF
AGRICULTURE
BORROWER'S RIGHTS.  Farm
debtor corporation lost its land in a
foreclosure sale to the mortgage holder.
At about the same time, the debtor
corporation filed and completed Chapter
7 bankruptcy.  A second mortgage
holder, a PCA,  sold its interest in the
foreclosed property to a third party who
redeemed the property after the debtor's
period of redemption had expired.  The
debtors sued the PCA and the third party
under the Minnesota statute § 500.24(6)
requiring federal agencies to offer the
land to the immediately preceding
former owner.  The court held that the
amendment of the statute allowing only
family farmers or family farm
corporations to be immediately
preceding former owners applied
retroactively to this case.  However,
because the debtor was involved in a
bankruptcy proceeding and the statute
does not apply where the farm is owned
by a bankruptcy estate, the court
remanded the case for evidence as to the
effect of the bankruptcy proceeding on
ownership of the land.  Carlson v .
Lilyerd, 449 N.W.2d 1 8 5
(Minn. App. 1989).
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